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GOLD AND PRICES 
BY ALBERT S. BOLLES 

Though the rising tide of prices began nearly fifteen 
years ago, the origin and force of the movement are still 

imperfectly understood. Whatever the causes may be, as 

they are the outcome of human action, they can be learned 

by patient inquiry. Notwithstanding the importance of 

knowing these causes, no thorough inquiry has yet been 

undertaken to ascertain what they are. Much indeed has 

been written on the subject, but mostly of a speculative, 
theoretical character. Some economists, who are wedded 
to the so-called quantitative theory of money, have not 

hesitated to proclaim that the increase is chiefly due to 

the larger gold supply and expanded credit resting on this 
new and enlarged gold production. This assertion is not 

founded on fact, as we hope to show; and is working harm 

in deluding many, and checking a more thorough inquiry 
into the matter. 

The gold theorist usually starts with a wrong premise. 
He asserts that if a bushel of wheat sells for a dollar to 

day, and fifteen years ago it sold for only eighty cents, gold 
has lost one-fifth of its purchasing power. But if some other 

commodity sells for eighty cents to-day which fifteen years 

ago sold for a dollar, has the purchasing power of gold 
increased? Can gold affect the prices of two marketable 

commodities differently at the same time, raising the price 
of one and lowering the price of the other? Yet we know 

that the prices of things are constantly varying upward 
and downward; also that there is a more general trend up 

ward at one time and downward at another; meanwhile the 

stock of gold is always increasing. 

Suppose the prices of ten articles have remained nearly 
the same for fifteen years, at the end of that time the price 
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of one of them is advanced fifty per cent., while the prices 
of the others remain unchanged, would not the statement 

be nearer the truth, that the price of that particular article 

has risen than the statement that the purchasing power of 

gold had declined? If its purchasing power was just as 

effective with the other nine articles as before, is there any 
reason for the supposition or assertion that with one of 

them, the owner demanded more gold for some reason per 

taining to the gold that was given therefor? Is not the 
familiar explanation the correct one, the owner demanded 

more gold, not by reason of any happenings to the metal, 
but by reason of the greater scarcity or other change per 

taining to that particular article? 

If this be solid ground, let us advance a single step. If 

gold alone or gold and credit combined were the chief cause 

of the advance in prices, it would affect everything bought 
and sold in the same manner. Consider the prices of grain, 
for example. The advances, instead of showing equality, 
show great inequality. And when we pass from one group 
of commodities to an entirely different group, the advances 
are still more unequal; in some of them there have been no 

advances at all. During the Civil War, the value of paper 

money measured by the gold standard depreciated. At one 

time the premium on gold, which was another way of meas 

uring the depreciation, rose to 185 per cent. But prices 
rose generally and had some correspondence with the re 

duction in the value of paper money. The correspondence 
was closest in imported commodities, as the importers paid 
in gold. The prices of other commodities did not rise as 

quickly and uniformly, yet the rise was far more rapid 
and uniform than the advances at the present time. In 

those war days it was the common knowledge or belief that 

the advances were due to the enlarged demand, as the gov 
ernment was an enormous demander, and the inflated paper 

currency. And the people knowing these things, and realiz 

ing that the rising current swept over all, manifested no 

such dissatisfaction as they do to-day over the glaring 

unequal advances. 

Is not the following observation of an eminent French 

economist, Neymarck, unanswerable? 
" 

There is no deny 

ing the increase in the production of gold; it has kept up 
for a hundred, for fifty, for twenty, for ten years, always 

progressing. And yet, during the interval, in France and 
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abroad, there have been crises caused by the going down 
of prices a fall in food products, in the price of land, in 

mineral products, coal, iron, etc. How did it happen that 
the gold production, which, they say, is the cause of the rise 
in prices nowadays, could not stop the fall in prices then?" 

This, however, is only an introductory questioning of the 

position of the gold theorist; we will now proceed on a dif 
ferent line of contention. 

Prices are agreements made between buyer and seller in 
which the human will is operative. They are not wholly 
the result of outside or extraneous forces, especially of the 

quantities or qualities of things bought and sold. Doubt 
less these are elements in sales, but too much importance 

has often been given to them, thereby obscuring the truth. 
If an economist can once get himself into the way of think 

ing that the value of a thing depends on its quantity, then 
he is within the region of fixed scientific deductions, and 
the desire to get within this realm is so strong among some 

economists that they ignore or minimize the part played by 
the human will in making exchanges and thus fall into error, 
of which this last, the effect of the increased supply of gold 
on prices, is one of the greatest. 

As all prices are the result of bargaining, we need not 
resort to the quantitative theory, nor to any other, to learn 

why steel rails have been sold for the last eleven years at 
the unvarying price of twenty-eight dollars per ton; or why 
the price of refined sugar has been kept so uniform by the 

producers since the creation of the Sugar Trust in 1887. 
For several years prior to 1887 prices in this country had 
had a downward tendency, notwithstanding the constantly 

increasing gold supply. The decline in all manufactured 
products was ascribed chiefly to excessive competition. The 

profits in most branches of manufacturing were very small, 
in many cases there were none, and bankruptcies thickly 
lined the shore of industrialism. Out of this condition of 
loss and chaos the trusts arose. The first of these was the 

American Sugar Trust. 

The margin on granulated sugar was immediately raised 
half a cent a pound, and within a few months another half 
cent. The margin, on the completion of the Spreckels inde 

pendent refinery at Philadelphia, fell to the old figure and 
remained there for more than two years. Then this re 

finery was purchased, the margin was restored and has 
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been retained with few important changes until the present 
year.1 The most noteworthy break occurred in 1897 when 

Mr. Arbuckle started his independent refinery. The con 

tending producers again locked horns and put their prices 
down very considerably. The competition, however, did 
not last long, peace was made, and ever since the Sugar 
Trust has maintained its rates. 

If there be any truth in the gold theory, why has it not 
acted on the prices of sugar? With the increased gold 

supply sugar ought to have felt its vivifying touch. A cynic 

might say that perhaps the Sugar Trust advanced prices at 

the start enough to cover all contingencies, including a 

larger monetary supply. Of course there is nothing in this. 

But the other statement is true, if the increased gold supply 
has affected prices generally, it ought to have affected the 

prices of sugar. And if they are beyond or outside the 

gold sphere, is not this equally true of many other things? 
If sugar prices are fixed by a virtual monopoly, which is a 

fact, may not the same statement be asserted with equal 
truth of many other things ? 

Indeed, does not the same assertion hold of all the trust 

associations? Consider iron and steel, for example. Prior 

to 1895 there had been a long series of lean years. In 1898 

iron and steel prices began to advance, the outcome of a 

revival of business followed by a greater demand for iron 
and steel products especially from the railroads. Let us 

not forget, however, that through this long dull period gold 
production was steadily increasing. Yet no one had felt its 

vivifying breath in reviving trade and advancing prices. 
The advance came quickly after a long Arctic Night of quiet 
and gloom in the business world. 

The United States Trust was formed and prices were 

pegged still higher. It was the belief of that great concern, 
and doubtless it was correct, that it could advance prices 

Prices of granulated sugar per pound since 1893. 

1893.4.87% 
1894.4.25 
1895.4.00 

1896.4.87% 
1897.4.25 

1898.5.12y2 
1899.5.00 

1900.5.05 
1901.5.50 
1902...4.75 
1903.4.65 

' 

1904.4.35 
1905.6.10 
1906.4.60 

1907.4.70 
1908.4.60 
1909.4.55 
1910.5.05 
1911.4.60 
1912.5.40 

i 1913.4.35 

A discount of one per cent., and during the last two years one of two 

per cent, from these prices has been allowed. 
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still higher if it wished; but wisdom forbade lest new com 

petitors be enticed into the field. Now what possible rela 

tion can be discovered between these prices and the in 

creased gold supply? The managers of the trust fixed those 

prices and when they did so were not influenced by the 

increased gold supply. All the trust had to do was to de 

mand higher prices, and it obtained them; it made the prod 

ucts; consumers could not get them elsewhere, and must 

have them, that is the whole story. There were two limita 

tions : the minimum limit, which was the cost of production, 
and the maximum limit, or price for which they could be 

obtained elsewhere. Within these extremes the trusts were 

omnipotent as price-makers of the commodities they re 

spectively produced. 
Let us give one more illustration. Since steel rails have 

sold for the uniform price of $28 per ton, why has the price 
not varied with the increased gold supply and enlarged 
credit? Why have they not gone up, say, to $35 or $40 
per ton? Simply because the trust knows that the price 
is as great as the railroads will pay, and that it would not 

be wise to attempt to raise them. Yet if gold possesses such 

a dominating influence as a price-making factor, surely it 

ought to have made its power felt among the steel-rail 

makers as well as among other manufacturers. 

Let us now turn to advances in the price of labor. That 

a large percentage of working-men have become organized 
is familiar knowledge; also that their organizations have 

proved effective agencies for demanding and obtaining 

higher wages. What has the increased gold supply had to 
do with these advances? Probably the labor leaders know 

and care as little about it as the Icelanders; they surely have 

never used it as an argument in support of their demands. 

We all know in a general way what methods they have pur 

sued; that the increased gold supply has never figured in 

any negotiations; and that strikes, intimidations, and similar 

arguments have been the effective means employed. They 
are ever busy formulating new demands, and frankly say 

that this is the object of their organizations, and are as 

little affected by gold production while exploiting their 

respective fields of controversy as the farthest star. 

There is another aspect in price-making by the trusts that 

should not be overlooked. Several years ago when the wave 

of prosperity somewhat subsided, prices did not decline as 
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in the former days of unrestricted competition. Why not? 

Were they sustained by the magical power of the increasing 

gold supply? Why did it not have the same effect during 
the long decline prior to 1895? What did the trust man 
agers say when they were questioned, as they were on many 
occasions? They declared unhesitatingly that in their opin 
ion a concession of prices would not stimulate demand to 

any appreciable extent; to lessen them, therefore, would be 

to sacrifice profits without any corresponding improvement 
to trade. And so for several years of slow business, prices 
of finished products were but slightly changed, because the 

price-makers held such a firm grip on the markets. 

As an illustration of this statement, the following table 

is presented, showing the prices of pig-iron in which there 
was keen competition, and the prices of tin plates that were 

manufactured by a few concerns which could maintain 

prices: 
January 1902 1903 1904 1905 1906 1907 1908 1909 1910 1911 

Pig Iron.$16.00 $20.50 $12.81 $16.11 $17.30 $22.58 $17.00 $15.40 $17.40 $14.09 
Tin Plates*. 4.00 3.60 3.45 3.55 3.50 3.90 3.70 3.70 3.60 3.67 

iBox of 100 pounds. * 

One other reason for the advance, especially in agricul 
tural products and cotton, should be given: the larger capital 
and credit now commanded by these classes of producers. 

For a long and seemingly hopeless period indebtedness 
threw its heavy shadow over them. The cotton crop too 
often was mortgaged in advance to secure the necessaries 
of life; the farmer was obliged to sell his grain soon after 

maturity to pay his interest. That was the golden period 
for consumers and money-lenders. There could be no de 

lay. Credit pressure was a silent juggernaut ever rolling 
toward the indebted farmer and cotton-grower. To-day, 

possessing ample capital and credit, they have stopped 

throwing their products on the markets, but hold them until 

they can obtain their own terms. Moreover, this is a per 
manent change in price-making, a new vantage-ground in 

favor of the producer who is diligently surveying the field 
with the view of improving its effectiveness. 

How far do these trust organizations cover the field of 

production? There are nearly 350 of them, conducting over 

5,000 plants, and having a capital exceeding $7,000,000,000. 
It would be easier to show what they do not produce than 

to describe in detail the vast variety of products covered 

by their protecting wings. 
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As trusts and cotton-growers and farmers do not cover 

the entire field of production, what shall be said about the 

advance of prices by other producers? They have gen 

erally followed in the wake of the trusts. Thus when the 

American Sugar Trust was formed for several years there 
were a few independent refineries, but they advanced their 

prices very promptly, keeping them in harmony with those 

fixed by the trust. Nor was this mere accident; it was the 

result of agreement. And in doing so they were actuated 

by two cogent reasons. One reason was to escape the wrath 

of the trust and the danger of overthrow. The other reason 

was immediate profit, for they had had a series of lean years 
and were eager to enhance their gains. For both reasons, 

therefore, besides several minor ones that might be men 

tioned, they kept close to the trusts in their prices, and in 

other ways sought to lessen the antagonism between them 

until their absorption. 
The same fact applies to the independent iron and steel 

producers, and also producers generally outside the trusts. 

They have worked in harmony with the trusts because their 

interests could be best served by such a policy, which in 

cluded, among other things, the preservation, to a large de 

gree, of trust prices. This fact is within the ken of open 

knowledge and can be fortified with abundant evidence. A 

single illustration may be given: the wages of working-men 
outside the labor unions. They get essentially the same 

prices as unionists, a fact which embitters the latter toward 

them. These endure, so they assert, all the hardships of a 

strike, and if won, and an advance is given, the non-unionist 

is prompt to ask for an advance and usually obtains it. 

Every one can easily make inquiry for himself. If he should, 
he would soon learn that unorganized labor everywhere 
knows of the advances obtained by unionists, and is not 

slow in asking higher wages, which are usually given. This 

fact, therefore, can be as easily and strongly established 
as any other, that a large section of the field of prices out 

side organized movements have moved upward because of 

trust action in advancing them. In other words, outsiders 

in demanding advances have sheltered themselves under the 

widely spread trust organizations. 
We have now covered a considerable area of commodities, 

and shown that their prices are to a large degree controlled 

by monopoly. Of course a monopoly may and often does 
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change prices. And we should not lose sight of the fact 
that one object of creating trusts was to lessen the cost of 

production, which in many ways has been achieved. The 

trusts therefore could, if so minded, have lessened prices 
to the consumers, in some cases at least, instead of advancing 
them. 

The trusts, however, have not covered the entire area, 
and what shall be said of the portion still left for survey? 
The gold theorist may still assert, you have not accounted 
for the higher general level of prices. Has not the increased 

gold supply been effective in raising these ? In looking over 

this remaining portion, what is first seen? That there has 

been but very little advance, if any at all, in the prices of 

many things. Consider the large salaried class, especially 
the much larger portion having the smaller salaries. Sure 

ly there has been no advance corresponding with the cost 

of living. Had there been a uniform advance, and at the 
same time as in other things, the voice of discontent would 

never have become so loud and general. With this class 

may also be included railway stockholders. A few rail 
roads have increased their dividends. During the last 
fifteen years, however, the larger number have maintained 
the old rates, while the remainder of the larger earnings 
has been put back into the railroads for the benefit of the 
public. 

In the small remaining part of the area prices have been 

raised simply because others were getting more, a fact which 

may be easily learned by inquiry. 
A final reason for the jacking up of prices, and one of 

momentous importance, is that the increase has become so 

general the people have become hardened to the process 
and are less influenced by moral or economic conditions in 

demanding them than they were formerly. Ask your grocer 

why he has raised his prices. What does he tell you? " 
Others have raised their prices and I must live." That 

is the answer. He never tells you that he does so because 
there is more gold around, more money, with which to pay 
for things; for he knows nothing about it. He simply knows 
that others are getting more and so he is determined to 
ask more. This is one of the worst consequences of the 

advance, the exchanging, trading conscience has become 

hardened. A recent illustration may be added. Eighteen 
months ago crude Pennsylvania oil was selling at $1.30 per 
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barrel; it has recently risen to $2.40, and it is believed that 
the producers will work the price up to $3 per barrel. What 
are the chief causes of the increase? The greater gold 

supply? Nonsense! The diminishing supply and the in 

creasing demand of the automobilists for gasolene. No sub 

stitute for gasolene has yet been found, and the automobilists 
are at the mercy of those who furnish it. Doubtless some 

advance in price is clearly justified, but the heavy advance 

from ten cents a gallon to seventeen per gallon is not founded 
on gold or credit or any other material cause, but solely on 

the desire of the producers to enhance their gains.1 
If there be any truth in the contention that the increase 

of gold supply has been a patent cause in moving prices 

upward, why has not the interest rate on gold declined? 

This should be the logical and natural consequence unless 
some other causes have supervened. That the interest rate 

has advanced during recent years no one will dispute. The 

English and Continental financial publications especially are 

constantly discussing the problem. If there is any truth in 

the gold theorist's position, the borrower of gold or capital 
should say to the lender: 

" 
Your gold that you now offer to 

me has diminished in value, I cannot buy as many goods 
with it as I could with gold formerly, so you ought to lend it 
at a lower rate." To which we may imagine the lender 

would reply: 
" 

The demand for capital within a few years 
has greatly increased, and so, while not doubting the truth 

of yotir assertion, I must insist on a higher rate.'' And if the 
lender makes such a reply he would stand on solid ground. 

The enlarged demand comes from two well-defined sources: 

the need of the merchant for more capital in consequence of 

the higher prices he must pay for his merchandise, besides 

1 
Another illustration may be given. In the Philadelphia Public 

Ledger of February 17th it was said that "in Pittsburg a committee 

representing the city and the leading business bodies met a committee 

representing the commission men and complained that 600 cars of prod 
uce were standing in the yards and were being held for higher prices. 
The director of public works reported that he had personally ascertained 

the facts. The women charged that there is an abundance of food in the 

city, but that tons of it were rotting because the dealers refuse to sell 

at lower prices." One may ask, Have not sellers always desired higher 

prices? Is there anything new, therefore, in the attitude or demand of 

the Pittsburg sellers? The new thing is, they are able in many cases 

to make their demand more effective than sellers were formerly, by 
reason of the greater supply of capital and credit they now possess. 
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the additional capital needed for business extension; the 

other enlarged demand comes from the railroads and other 

great enterprises for the extension of their business. These 
two facts, the enlarged demand for capital and the higher 
interest rate cannot be reconciled with the present high 

prices for commodities. We must therefore account for 
their advance in some other way than the enlarged gold 

supply. If gold is so abundant as to send the prices of com 

modities upward, surely it should send the interest rate 

downward. The new gold supply cannot act on prices for 

commodities and rates for the use of money in directly 

opposite ways, sending the price of the one up and the other 

down. It is true the assertion has been daringly mentioned 

that the interest rate has been advanced to cover gold de 

preciation. This is a purely imaginary assertion, contra 
dicted by the entire world of finance and business. It is 

hopeless to attempt to enlighten any one who will thus dis 

regard plain fact. For if any fact has been established in 

recent times it is the fact that the lenders of money have 

advanced rates, not to cover past, present or future de 

preciation of gold, but because the demand for money, 
credit or capital, for the reasons above explained, has vastly 
increased. 

If space permitted, another phase of the subject might be 

considered: the effect on prices caused by the use of a more 

rapidly circulating medium and also the wider use of credit. 
If both influences were admitted, they would not strengthen 
the case of the gold theorist, for against these influences 

must be set off the greater quantity of gold used in the arts, 
the vast sums absorbed by India during the last ten years, 
the larger stocks acquired by our own and other govern 

ments, which are not used as a basis of credits and are 

therefore practically withdrawn from the monetary world, 
and lastly the greater need for money caused by the enor 

mous expansion of trade. In the face of these well-known 

facts the gold theorist should no longer content himself with 

living in the misty land of mere assertion, but betake him 
self to a patient study of the facts. The inquiry is fraught 

with the highest importance, and is worthy the attention 
of every government, ours especially, as inequalities in ad 

vances are greater in the United States than in Great Brit 

ain, France, in short than in any other country. 
Albert S. Bolles. 

vol. cxcviii. no. 692 4 
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